The purpose of this paper is to assess the evolution of home bias in assets allocation over time and to test the effect of financial markets frictions on the equities portfolio holding. Our findings show that all countries present a substantial home bias in their portfolio holding and that investors are unaware of the benefit of diversification and under-weight the foreign securities in their portfolios instead of holding the world market portfolio of risky assets, as suggested by the traditional portfolio theory. The empirical estimates based on a comparison between the version of ICAPM in the absence of frictions in financial markets and the version in the presence of friction reveal that the geography of assets trade is explained by several variables as economic and financial development and other factors related to corporate governance and the level of investor protection.
Introduction
In recent years, international financial markets have been remarkably overwhelmed by a wave of liberalization that has contributed to the interconnection of all markets and we are now seeing an unprecedented increase in the level of assets exchange between countries. Graph (1) gives meaning to the phenomenon of financial globalization, by measuring for 14 OECD countries the level of exchange of financial assets over the period 1997-2011(graph (2) is the same exercise for the USA).
Despite the policies adopted by countries and the considerable effort provided to open foreign markets and the gradual removal of barriers to cross-border investment, investors' portfolios do not seem sufficiently diversified and their structure is not close to that we would hope in an integrated world. Moreover, if capital markets were perfectly integrated, international investors would hold the same market portfolio of risky assets, regardless of their nationalities. However, investors still seem remarkably unaware of the benefits of international diversification and continue to tilt their holdings substantially to domestic assets. In addition, deviation from the market portfolio does not only concern the home detention, but the share internationally diversified does not seem to obey the standard theories of diversification: investors' portfolios are biased geographically and investors bias their holdings to assets which offer little domestic risk diversification. Should we therefore conclude that investors ignore completely the foundations of the theory of diversification?
The explanation for these differences between the investors of the world and the identification of factors driving the geographical bias in the allocation of portfolios is the main objective of our research work. We begin our paper by presenting a literature review on the determinants of home and geographical bias on assets holding, or in other words, the reasons why investors from different countries would allocate their financial wealth differently. Then to identify the extent of bias in assets allocation, we evaluate the evolution of home bias over time. We finally develop an empirical model that highlights the frictions causing deviations of actual portfolios held by investors, compared with expectations of standard theories of diversification. 
Literature Review
The phenomenon of home and geographical portfolios bias has attracted a large body of theoretical and empirical research. However, the puzzle is not yet fully explored. A large part of the literature on the "home-bias in portfolio" introduces various frictions in financial markets. The essential point remains the nature of these frictions. These frictions can be explicit in nature, such as transaction costs (Martin and Rey (2004) , Amadi and Burgen (2008) , Coeurdacier (2009) ...), taxation of capital (Heathcote and Perri (2004) , Gordon and Hines (2002) ...) or institutional restrictions on the holding of foreign assets (Bhamra (2004) ...). They can also be implicit in nature. A friction at the heart of empirical evidence on the benefits of international portfolios diversification is information asymmetry: domestic investors may have an informational advantage on domestic stocks (Merton (1987) , Gehrig (1993) , Moskowitz (1999, 2001 ), Dahlquist and Robertsson (2001) , Ahearne and al. (2004) , Portes and Rey (2005) , Coeurdacier (2009) , Barron and Ni (2008) , Mondria and Wu (2010), etc. ..) . Thus, the exchanges of assets between two countries are a growing function of informational exchanges between the two economies.
Another explanation of the portfolio bias through behavior-based is the notion of familiarity. Several studies have developed behavioral models where domestic investors consider foreign markets as riskier than they really are, simply because they are foreigners. Investors are more familiar with domestic or geographically close stocks and feel a general feeling of discomfort or fear toward foreign or remote assets (Hubermann (2001) ). It thus seems that the bias favoring the familiar does not reflect the exploitation of the informational advantage, but reflects the tendency of individuals to be optimistic about the comfortable and the familiar. As investors should tilt the weight and portfolios to assets with higher expected returns, they consider more favorable the securities with which they are familiar and think that they are more likely to generate higher yields with lower specific risks, which tilts investor's portfolios to the familiar stocks (Strong and Xu (2003) , Kilka and Weber (1997) , Odean (2001, 2002) , Karlsson and Nordén (2007) , Magi (2009) ).
In general, foreign securities are purchased not only for the benefit of diversification, but also for their potential benefit to outperform domestic stocks (Staman (1999) ). However, when foreign securities underperform domestic securities, investors feel the pain of regret. According to the theory of regret, investors are supposed to build their portfolios taking into account simultaneously their risk aversion and regret. Solnik (2008) points out that foreign risk aversion is the sum of regret aversion and traditional measure of risk aversion. The home bias can be then expressed as a function of market variables and parameters of risk/regret aversion. Other approaches inspired by the theory of perspective and comparable to the theory of regret also had implications for international portfolio diversification, such as theories that introduce the notion of loss or disappointment aversion (Barberis and Huang (2007) ).
Based on the theories of corporate governance, a variety of studies (Dahlquist et al. (2003) , Stulz (2005) , Pinkowitz et al. (2002) , Kho et al. (2009), etc ...) argue that moral hazard in the context of the management of firms remains an important source of bias in asset allocation: the insiders of firms can expropriate small investors or minority or foreign shareholders. To remedy this standard problem of agency and align incentives for optimal management of the company, the "insiders" are provided with some of the stocks of the company. This ownership structure where sub-optimally diversified and observed in most developed and emerging countries (family firms, minority control, stock options ...).
Measurement of Home Bias in Equity Portfolio Holdings
We measure the home bias in country i as the difference between the relative real share of domestic equities in the overall portfolio of domestic investors and the relative share of domestic market capitalization of the country in the world capitalization.
Actual portfolios holdings are determined using data from international investment positions. More specifically, the holdings of domestic stocks are calculated as the difference between the market capitalization of the country (MC i ) and the sum of all domestic stocks held by foreign investors (FL i ).
Where:
FL i : all foreign equities of country i held by the rest of the world.
FA i : the sum of all stocks of the rest of the world held in country i.
FA i +MC i -FL i represent the total portfolio of domestic investors. These values are not directly available from the CPIS database. The CPIS data include only foreign equity securities held by domestic investors, not domestic securities held by domestic investors. Indeed, a comparative view between developed and emerging countries shows that the latter exhibit relatively high levels of home bias relative to developed markets, highlighting the observation that a more developed financial system reflects more activity on the international financial scene. However, visual inspection of statistical reports an unexpected result; it's the gradual increase in home bias for Japan and the United States. This increase, although gradual and marginal, highlights the increased preference of investors in those countries for domestic securities and, consequently, the progressive ignorance of foundations of the standard theory of diversification. This observation also leads us to assume that investors of larger industrialized countries prefer to polarize their holdings to their developed domestic markets, due to the existence of more profitable opportunities relatively to foreign markets less developed.
Data and Methodologies

Description of the Model
In order to derive an empirical model, we consider two classes of asset pricing models: the ICAPM without frictions on the capital markets, and the ICAPM in the presence of barriers to international investment (Note 1).
The traditional version of the CAPM has simple and clear implications for the assets diversification: investors hold the world market portfolio of risky assets regardless of their country of residence i. In this case, the share of portfolios of country i invested in country j, opt t ij W , , can be expressed as follows:
MCAP j,t is the market capitalization of country j at period t.
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This part of the market portfolio serves as a benchmark for the detention of assets portfolio, to which share of portfolio observed in real data is compared.
Thus, the idea is to calculate the held share of foreign assets predicted theoretically, , observed in the data. The difference between these two values is then held into account to assess the extent of the various frictions in explaining the geographical bias in international assets allocation.
Starting mainly from the literature, the explanatory variables are categorized into the following groups: (i) economic development, (ii) capital controls, (iii) development of financial markets, (iv) familiarity, (v) protection of investors and (vi) other control variables. The basic model is as follows: 
Data Description
To better understand the causes of the deviation between actual portfolios held by investors and optimal portfolios and identify explicit and implicit factors causing differences between investors in the composition of their portfolios, we consider a set of variables that can potentially influence the structure of holdings of investors around the globe (theaverage statistics of the variables over the period [2002] [2003] [2004] [2005] are presented in table (2)). These variables are categorized as follows: 
*Economic Development
We assume that the share of ownership of foreign assets in a particular country is closely linked to the economic development of this country. We construct several measures for economic development. The first indicator is the GDP per capita in U.S. dollars for the country of origin (GDPC i ) as well as for the country of destination (GDPC j ). Indeed, rich and large countries are considered attractive since investors are more informed on their subjects and therefore give their more confidence. We expect that the GDP of the country of destination is positively correlated with international portfolios holdings. However, we believe that the GDP of the country of origin is a variable more ambivalent. On the one hand, world leaders are often also the countries with a high level of technological and financial development,making it easier for investors to obtain information and therefore make it less expensive real investment abroad. On the other hand, large economies tend to be more introverted. One argument is that investors in the major economies have better investment opportunities in their own countries, making international diversification less necessary.
We also consider the growth rate of real GDP adjusted for inflation for the country of destination (GGDP j ). This measure indicates whether there are profitable opportunities for diversification in emerging markets. A priori, the effect of GDP growth on the international investment is ambiguous. All things being equal, we expect that countries exhibiting rapid growth are more attractive to international investment. However, strong growth may reflect greater uncertainty and therefore higher costs of information and adverse selection. Moreover, most countries exhibiting rapid growth are also emerging countries, about which information is scarce and where the uncertainties are often important. Data on these variables are obtained from the World Development Indicators Database and the CIA World Factbook.
Statistics on average data for the period 2002 to 2005 are summarized in the appendices. These statistics show a disparity in the cross-sectional measures of economic development across countries, implying that different measures capture different aspects of economic development in each country. While the top countries in terms of GDPC are all developed countries (Switzerland ($ 44.94), Denmark ($ 41.29), the U.S. ($ 38.83), etc...), the highest values of the GDP growth are recorded in emerging countries (China (10.2%), Argentina (9.2%), India (8.4%), and Turkey (7.4%)). Indeed, we recall that the variable of GDP growth is also introduced to control for the presence of profitable diversification opportunities in emerging markets. These countries are going through a phase of considerable economic growth, which is an opportunity for investors in developed countries to move towards emerging markets.
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*Misery Index of the Host Country
The misery index of a country (Detress j ) is the sum of inflation and unemployment. Launched by Robert Barro in the 70s, this index measures the degree of macroeconomic distress of a country which adds to the uncertainty about future policy and therefore to the cost of information (It could also be interpreted as variable "feeling"). The data indicate high values of this index for emerging countries (Argentina (32.67%), South Africa (37.37%), and Turkey (32.38%)) and lower scores for developed countries (Switzerland (4.20%), Britain (7.20%), and the U.S. (8.21%)). We expect that a possible increase in the misery index of a country generates more implicit costs to invest in this country and consequently, the detention of the country's assets will be low. Data on inflation and unemployment are taken from CIA World Factbook.
*Financial Market Development
Indeed, the common measures for financial development are the ratio of private credit provided by the banking sector relative to GDP or M2 relative to GDP ratio. These measures focus on the banking sector. Nevertheless, these indicators may not be appropriate to measure financial market development, since a well-developed banking sector does not always imply that the equity markets are well developed. In fact, banks and stock markets may be substitutes. Therefore, we construct a new measure that is equal to the sum of domestic credit provided by the banking sector and market capitalization relative to GDP, for the country of origin (Devfin i ) as well as for the country of destination (Devfin j ). ). Indeed, we think that the impact of financial market development in the country of destination on the international portfolio holdings is clear, because international investors will be more inclined to hold securities in developed countries. These markets offer better diversification opportunities. However, the effect of financial development of the country of origin is somewhat ambiguous. On the one hand, a developed financial system reflects more activity on the international financial scene. On the other hand, developed financial markets tend to be more introverted. This can be explained by the fact that the presence of profitable diversification opportunities in the home country encourages investors to allocate more shares of their wealth domestically and ignore foreign markets.
The second variable we considered is annual turnover measured as the volume of trade in securities in the destination country relative to the country's market capitalization (Turnover j ). This variable is an indicator of the degree of market liquidity. We expect that the ratio of turnover to be positively correlated with the level of foreign portfolio holdings. Data on the volume traded securities are extracted from the World Federation of Stock Exchanges.
*Capital control (Note 2)
Although capital controls have been greatly reduced in many countries, some countries still impose some restrictions on foreign portfolio investment and international capital flows. It is therefore likely that capital controls can still affect cross-border investment. We considered in our study two measures of restrictions on the movement of capital. The first is an index of capital controls among 13 categories of MFIs, which represents the restrictions on the freedom of households to engage in capital markets with strangers. We consider the index for the country of origin (capcon i ) and the country of destination (capcon j ).
This measure is provided from the IMF's Annual Report on Exchange Arrangements and Exchange Restrictions (AREAER). The second measure is taken from the Economic Freedom Network. Economic Freedom Network builds an index that measures the restrictions imposed by the country on the movement of capital in international markets, assigning low scores to countries imposing more restrictions on foreign capital transactions. When domestic investments by foreigners and foreign investment by local residents are not restricted, a score of 10 is assigned to such countries. However, when these investments are restricted only in some industries (eg, banks, defense, telecommunications), a score of 8 is assigned. When these investments are permitted but regulatory restrictions slow capital mobility, countries are valued at 5. When domestic investments by foreigners or foreign investment by local residents require government approval, such countries receive a score of 2. Finally, a score of zero is assigned when domestic investments by foreigners and foreign investment by local require government approval. Statistics show that this indicator ranges from 0 for Indonesia and Brazil to 13 for 10 countries, including two Asian countries (Hong Kong and Singapore). We consider the index for the country of origin (intercon i ) as well as for the country of destination (intercon j ).
Indeed, the imposition of controls on the movement of capital in a country discourages foreign investors to hold www.ccsenet.org/ijbm
International Journal of Business and Management Vol. 8, No. 3; 2013 securities in the companies in this country. Therefore, the degree of polarization for a foreign country will be higher when it imposes higher measures on capital controls. We therefore expect a strong influence of capital controls, (CAPCON) and (interconnection), on the home bias in equity holdings. For example, when a country has a low score index (intercon j ), domestic investors find it more difficult to invest abroad, as it requires government approval. As a result, they are forced to have a disproportionate amount of their investment in the domestic market, something that results in a home bias even higher.
*Index of Investor Protection
Doing Business assesses the level of minority shareholder protections against misuse of corporate assets by directors for business purposes. Indicators distinguish three aspects of investor protection: transparency of transactions between interested parties (index of disclosure (Disclosure j )), legal liability in case of misuse of corporate assets (scope of leader liability index (Liability j )) and the possibility for shareholders to sue officers and directors for misconduct (index of ease lawsuits by shareholders (Shareholder j )).
The statistics come from a survey of lawyers in corporate law and are based on stock market regulations, company law and the rules of evidence in courts. In order that these data are comparable across countries, several assumptions about the business and transactions have been retained. The values of these indices range from 0 to 10, and higher scores imply a better investor protection. Thus, we expect that these variables are positively correlated with the detention of foreign portfolios. The average of these indices varies from 3.3 in the Philippine to 9.3 in Singapore. The data for these indicators are extracted from the Doing Business website.
*Control Variables
To control for the existence of reasonable diversification, we introduced two additional variables. The first is the correlation between monthly stock markets indices of countries of origin and destination (Correl ij ). We recall that this variable should obviously be negatively correlated with foreign ownership portfolios. In fact, investors must hold foreign assets whose returns are weakly correlated with returns on domestic assets to benefit from the opportunities of international diversification. The second control variable is the return on stock market index of the destination country (Return j ). We expect that this variable is positively correlated with foreign ownership, as investors tend to invest in economies exhibiting abnormal returns and that outperform their portfolios.Descriptive statistics of the data are presented in table (3). 
Estimation Results
The results of the cross-sectional analysis of the basic model for the years 2002 and 2005 are reported in Table ( 4) (note 3).
The first group of frictions refers to the degree of development of the economy, both in the country of origin and the country of destination. The coefficients on these variables are significant with the expected signs and in accordance with the results generated in the financial and economic literature on portfolios holdings. Variable (GDPC) is statistically significant with a positive sign. This result concerns the country of origin as well as destination countries. However, the effect is more important for the country of origin (this is true for the years 2002 and 2005). This result is quite natural, as soon as the major economies generally have a level of technological and financial development fairly high, facilitating domestic investor's access to information on foreign markets, and consequently investment abroad. The positive effect of the country of destination indicates that investors are more inclined to hold shares of the economically developed markets, where the environment is relatively favorable and their detentions are carrying more additional wealth. Moreover, information on major economies and stock markets is more universally deployed or spread regarding the information in small markets. In addition, the variable of misery country, indicator of macroeconomic distress, is statistically significant and its negative sign is indicative of the risk aversion of investors around the globe. In fact, they prefer to hold shares in the safe markets, in which they have confidence (developed markets) and where the environment is stable. International investors want to avoid subsequent risk of macroeconomic distress involving significant losses for the entire economy (this result is also valid for the years 2002 and 2005).
For the variable of economic growth, proxied by real GDP growth adjusted for inflation, the result is unexpected. This one has a negative impact on cross-border detentions: during 2005, the variable (GGDP) was statistically significant at the 5% level with a negative sign. In fact, with regard to the distribution of equity portfolios flows across countries, we found that investors allocate most of their wealth invested abroad to developed countries. These exhibit lower values of economic growth than those experienced by emerging markets. This inclination of investments to developed countries explains the negative effect of economic growth on the cross-border portfolio holdings. This result also implies the superiority of the impact of information and economic development compared to economic growth. During 2002, the variable (GGDP) loses its significance but its sign remains negative.
The second group of indirect frictions on capital markets refers to the degree of financial market development in the source country as well as in the country of destination. The first proxy variable we considered is the sum of domestic credit provided by the banking sector and the country's domestic capitalization relative to GDP. The coefficients on the variable (Devfin) for countries of origin and destination are highly significant at the 1% significance degree, with the expected positive signs. The effect is slightly larger for the country of origin, indicating that more and better financial institutions not only lead to more local financial activity but also to more investment in foreign markets. Also, the positive effect of financial market development in the country of destination shows that when the financial market in foreign countries is more developed, the terms of prices and investment opportunities are more favorable and investors will be more inclined therefore to hold portfolio in this economy (these results are valid for the years 2002 and 2005).
In addition, the proxy for market liquidity is the annual turnover rate measured as the annual volume of traded www.ccsenet.org/ijbm
International Journal of Business and Management Vol. 8, No. 3; 2013 shares relative to the country's market capitalization (Turnover j ). This variable is highly significant with a positive sign as expected for the two years of the study. In fact, the financial market liquidity refers to the ability to make quick transactions with a view to adjust portfolios and profits without prices suffering major effects. The result of the study is indicative of well-diversified investors around the world, who prefer to move towards more liquid markets because they are easier, faster and cheaper to transact. Investors also seek to avoid the liquidity risk corresponding to the loss from costs to liquidate a position.
In fact, during the 80s, for many investors, investing in foreign securities was almost impossible because their countries impose restrictions on the movement of capital. At this point, it is not unrealistic to assume that explicit barriers cause home bias in portfolios. Since the early 90s, almost all countries have liberalized their financial markets, at least to some extent. According to several theorists, nowadays, all developed markets and a number of emerging markets are open to foreign investors. In other words, the home and geographical bias in portfolios, highly persistent and still prevalent, cannot be explained by the controls of international capital flows. However, our results contradict those proclamations. The coefficients on both proxy variables of capital controls, (Capcon) and (Intercon), are positively significant for the country of destination as well as for the country of origin (this result is validated for the years 2002 and 2005). In other words, the more a country imposes restrictions on entry or exit of capital, the more investors underweight foreign securities in their portfolios. Similarly, all investors in the world will be more inclined to hold in their portfolios securities of countries imposing fewer restrictions on entry and exit of foreign capital.
Another group of implicit friction refers to the theory of corporate governance and the degree of investor protection. The estimation results show that the coefficients on the variables (liability j ) (shareholder j ) and (Disclosure j ) are significant with positive signs as expected (columns 3 and 8). It says that investors tend to hold securities in countries where investor protection is good. In fact, since insiders can extract substantial private benefits of control agents avoid investing in countries with weak institutions of investor protection. International investors are therefore more inclined to countries that provide the best protection of shareholders against insider abuses of corporate assets for personal purposes, in order to minimize the risk of expropriation. However, these variables lose their significance after the introduction of variables relating to capital controls.
In addition, the respective signs of the control variables are indicative of the low diversification of investors around the globe. The coefficient on the correlation variable of returns indices respective for countries of origin and destination (Correl ij ) is positively significant. It says that investors are biased towards securities whose returns are highly correlated with the returns of domestic assets, that is to say, towards securities that offer few domestic risk diversifications. It is also essential to stress that the importance of the coefficient on this variable is indicative of the magnitude of the effect of correlation between financial markets in the distribution of capital flows across countries. This result is therefore a puzzle which remains to be explored. Moreover, as suggested by the standard theory of diversification, investors must hold the securities whose returns are weakly correlated with domestic asset returns, in order to benefit from the advantages of international diversification.
In addition, the assets return variable in the destination country (Return j ) is significant with a negative sign. In other words, investors will be more inclined to hold securities in markets that offer little return. Looking at the statistics on returns, we note that emerging markets exhibit relatively high returns relative to developed countries, which explains the negative sign associated with this variable. Moreover, investors have a preference for securities in financially and economically developed markets, without worrying too much about performance exhibited by these markets. Once again, the results highlight the dominance of informational or familiarity variables and variables related to financial and economic development, relative to market performance.
Robustness Tests
To ensure the robustness of the results generated by the cross-sectional analysis, we conducted a panel analysis for www.ccsenet.org/ijbm
International Journal of Business and Management Vol. 8, No. 3; 2013 the period that runs from 2002 to 2005. This analysis reports the individual and temporal heterogeneity and accordingly provides a good estimate. The dependent variables are the log of detentions of assets and the log of detentions of debt securities (total debt includes short-term debt and long-term debt). The results reported in Table  ( Generally, investors collect information about foreign companies by analyzing their financial statements and historical data of stock markets. Accounting information is based on accounting rules and disclosure requirements which may differ significantly from those of their country of origin. The credibility of this information is determined to a large extent by the regulatory environment that varies from one country to another. Cross-border differences in accounting practices, disclosure requirements and regulatory environments cause information asymmetries between local and foreign investors. Foreign investors must translate and interpret this information in light of the appropriate legal and business environment, which leads to additional costs. Costs associated with investment in some countries may be significantly higher than in others. Accordingly, we will examine the impact of country accounting standards, disclosure requirements, regulatory environments and standards of corporate governance on the distribution of capital flows across countries. These legal and governance indices are expected to have a significant impact on the international allocation of portfolios. A brief description of these legal indices and of government is provided below:
*Measure of Political Risk
At this level, we add two variables to explain the political risk of the country of destination: The opacity index (OPAC) developed by PricewaterhouseCoopers is an average of five risk measures: an indicator of corruption, a measure of the legal and judicial opacity (including shareholder rights), an indicator of economic opacity, an indicator of the opacity of accounting practices or corporate governance and a factor that relates to the impact of regulatory opacity and uncertainty (note 4). High values of the opacity index indicate a lack of practice clear, precise and widely accepted in financial markets. Thus, we expect that the opacity index is negatively correlated with the detention of portfolios. This index recorded lower scores for developed countries (Finland (13), Great Britain (19) USA (29)) against higher scores for emerging countries (Argentina and Mexico (44) and India (48)).
A second indicator of political risk is the International Index of perception of corruption (corruption). This index ranks countries in terms of the degree to which corruption is perceived to exist among public officials and politicians. It reflects the views of business people and analysts from around the world and ranges from 10 (highly clean) to 0 (highly corrupt), taking into account police corruption, business corruption, political corruption.... This index is developed by Transparency International and varies from 2 for Argentina and Indonesia to 8.7 for Switzerland.
*Governance Indicators of Kaufmann et al. (2005)
Kaufmann and al. (2005) The index of voice and accountability (VACC) is based on the concepts that measure the extent to which the State engages in repression of its citizens and uses force to restrict and control the society and the extent to which the State relies on tactics commonly considered illegitimate in the international community in carrying out internal security tasks. This index focuses on several indicators related to the political process, civil rights and institutions that facilitate citizen oversight of government actions.
The index of political stability and lack of violence (PS) combines indicators that measure the risk of destabilization of the power of government in a violent or unconstitutional way. Concepts measured include the risk of a military coup, the major insurrection, civil war, political assassination, the social malaise, the frequency of political killings or massacres, terrorism, etc.
Indices of government effectiveness (GE) and quality control (RQ) include indicators that focus on the government's ability to formulate and implement policies. The index of government effectiveness includes indicators that measure the quality of the bureaucracy, the competence of the State officials, the quality of public service and the credibility of the government's commitment to policies. The index of quality control consists of indicators related to regulations of exports, imports, commercial properties, stocks properties, banking, foreign investment, price controls, the tariffs, unfair competitive practice, etc.
Indices of the rule of law (RL) and control of corruption (CC) consider compliance, from citizens and government, for institutions that solve their conflicts and govern their interactions. The index of the rule of law includes variables measuring perceptions of the effectiveness and predictability of the judiciary, and the enforceability of contracts. It measures the concepts related to the applicability of private contracts and of government, the fairness of the judicial process, the judicial process promptly, violent and organized crime, trust in the legal system, the protection of patent and copyright, etc.
Finally, the index of control of corruption has different corruption indicators. It focuses on the extent of corruption www.ccsenet.org/ijbm
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The results showing the effect of these variables on the cross-border holding equity portfolios are presented in Table ( The above table presents the regression results highlighting the impact of political risk indicators and governance indicators on the portfolios diversification bias internationally (in the second estimation, the sample of countries of origin is made only by developed countries). Indices of government opacity (OPAC) and corruption (corruption) www.ccsenet.org/ijbm International Journal of Business and Management Vol. 8, No. 3; 2013 are highly significant in explaining the distribution of cross-border detentions with the expected signs. The negative sign associated with the opacity indicator emphasizes the preference of investors to hold shares in countries with practices clear, precise and widely accepted in financial markets. The positive coefficient of the index of perception of corruption similarly shows that the increase of corruption in a country leads to an underweighting of securities of the latter in the portfolios of international investors. Also, the governance indicators of Kaufmann et al. (2005) are all positive and significant, implying that better governance in the country of destination would lead to more portfolios investment in the country.
This will result in low levels of geographical bias in portfolios of the country of origin against the country of destination. On an individual basis, the results for the total sample show that political stability (PS) has the greatest impact on portfolio holdings. An increase of 100% of political stability environment in the country of destination leads to an increase in cross-border holding by about 10%. The change in the sample involves no change in the results. The coefficients of the variables are all significant with the same sign, except that the order of the effect of governance variables changes. The index of voice and accountability (VACC) has the largest impact on the holdings of investors in developed countries followed by the quality regulation environment. We also note that the homogenization of the sample of countries of origin increases the overall significance of the model. The R2 increases from 0.24 approximately in estimating the overall sample to 0.48.
Conclusions
The aim of this research was to identify the factors behind the geographical bias in the allocation of portfolios, or the reasons why investors from different countries would allocate their resources differently. The diagnosis of portfolios structure highlights the limited diversification of investors around the world that exhibit a strong preference for domestic equities and devote to foreign securities a portion of their wealth less than that predicted by the standard theory of diversification. Similarly, international investments seem to be biased towards countries that offer to investors little domestic risk diversification, that is to say towards neighboring economies with idiosyncratic shocks highly correlated with domestic shocks. Our empirical estimates based on a comparison between the version of ICAPM in the absence of frictions in financial markets and the version in the presence of friction reveal several interesting results:
1) The geography of asset trade is partly explained by factors related to corporate governance and the level of investor protection. These prefer to allocate their wealth in countries that provide greater protection against the expropriation of corporate insiders.
2) Another result that contradicts several previous assertions is the effect that still existing of capital controls, which appear to prohibit the activity of investors internationally.
3) Investors are more willing to hold securities that offer few diversification opportunities for domestic risk, that is to say, the securities whose returns are highly correlated with returns on domestic assets. This stylized fact is a puzzle that remains to be explored.
4) The economic and financial development is an important determinant of the distribution of capital flows across countries.
